Alan F. Ciamporcero GTE Service Corporation
Vice President ETE P
Regulatory Affairs 1850 M Street, N.W.. Suite 1200

Washington, D C 20036-5801

202 463-5290

202 463-5239 - fax

e-mail: aciamporcero@:dectiice gte com

EX PARTE OR LATE FILED .
HECEVER
November 19, 1998 ’ V&ij
NOV 19 1998
FARRAL GO RAATIGNS COMR SO
Ms. Magalie R. Salas AL O g jifrt '

Secretary

Federal Communications Commission
1919 M Street, NW Room 222
Washington, DC 20554

Ex Parte: Universal Service - CC Docket 96—45,éorward Looking Mechanism for High
Cost Support for Rural LECs - CC Docket 97-160

Dear Ms. Salas:

On Tuesday, November 17, representatives from GTE met separately with Kevin Martin
of Commissioner Furchgott-Roth's office and William Rogerson, Chief Economist, Office
of Plans and Policy to discuss issues referred to the Federal/State Joint Board, USTA's
proposal for universal service support for non-rural LECs, and customer impacts of

USTA's plan.

On Wednesday, November 18, representatives from GTE also met with Rich Lerner,
Tamara Preiss, Belinda Nixon and Aaron Goldschmidt of the Common Carrier Bureau

and Jim Schilicting to discuss the same topics.

Sincerely,
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Federal Universal Service Funding And Surcharge Requirements

Universal Service Component

Funding Requirement

On Total Retail Revenues

Requisite Surcharge Based Requisite Surcharge Based
On Interstate Retail Revenues

Flat Fee Per Line Flat Fee Per Telephone Number

USTA Plan*

$ 4,300,000,000 2.15% 566% $ 200 $% 1.55
Schools & Libraries $ 1,300,000,000 0.65% 171% $ 061 $ 047
Rural Health Care $ 100,000,000 0.05% 013% $ 005 § 0.04
High Cost Support - HCF 3 857,774,080 0.43% 113% $ 040 § 031
High Cost Support - LTS $ 469,290,120 0.23% 062% $ 022 % 017
High Cost Support - DEM $ 395,735,800 0.20% 052% % 018 § 014
Low Income Support $ 463,200,000 0.23% 061% $ 022 § 017
[Total‘ $ 7,086,000,000 3.54% 932% $ 330 $ 2 55]

* Includes interstate access replacement
* Net Of $800 M Contribut'ﬁ included i
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ponent of USTA plan. This analysis does not include any increase in high cost funding provided to states.
STA funding requirement
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CCL And PICC Revenues Support Higher Cost Areas @

* Chart shows current level of monthly interstate common line recovery per line for GTE and Contel of Texas. Distribution of costs
based on wire center output from BCPM 3.1. Costs truncated at $30 per line per month.



CCL And PICC Revenues Support Higher Cost Areas GB
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* Chart shows current level of monthly interstate common line recovery per line for GTE and Contel of Texas. Distribution of costs
based on wire center output from BCPM 3.1. Costs truncated at $30 per line per month.




CCL And PICC Revenues Support Higher Cost Areas @
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* Chart shows current level of monthly interstate common line recovery per line for GTE and Contel of Texas. Distribution of costs

based on wire center output from BCPM 3.1.




CCL And PICC Revenues Support Higher Cost Areas (E
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* Chart shows current level of monthly interstate common line recovery per line for GTE and Contel of Texas. Distribution of costs
based on wire center output from BCPM 3.1.




Residential Net Customer Bill Impact By Household Income (E

A Flat Fee Of $1.09 Per

Residential Telephone $1.00 50 64
Number And $2.19 Per '
Business Telephone $0.80 |

Number Would Generate
Funding For The USTA
Proposal To Eliminate $0.60 | $0.49 $0.48
The Interstate CCL and
PICC: A $4.3B $0.40 | $0.31
Reduction In Access

Charges. An Average

$0.20 | $0.12

Residential Consumer
Would Save $0.48.
$0.00 , 1 , ‘
Less than $10,000 | $10,000 - $29,999 ! $30,000 - $59,999 1 $60,000 + ] Average Customer
! Average Local & Long Distance Bill Before Access Reduction And Surcharge ‘ $43.86 ‘ $50.24 | $57.01 ! $65.86 : $55.78
Average Local & Long Distance Bill After Access Reduction And Surcharge $43.74 ' $49.93 1 $56.52 ‘ $65.02 3 $65.30
Net impact = $0.12 $031 | $0.49 $0.84 $0.48

* Analysis based on 1998 PNR Bill Harvest data. Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents per
interstate toll minute. This portion of USTA’s plan would be funded by a $1.09 surcharge per residential telephone number and $2.19 per
business telephone number, where residential telephone numbers represent apx. 60% of total telephone numbers (based on relative access
lines in SOCC). Any increase in high-cost funding to states would produce additional reductions in state rates that are not reflected here.




Residential Net Customer Bill Impact By Household Income

A Flat Fee Of $1.67 Per 50 40

Residential Line And $0.26
$3.34 Per Business Line o
Would Generate Funding $0.20 |
For The USTA Proposal o
To Eliminate The s/ " D (e
Interstate CCL and ' ;
PICC: A $4.3B B -50.10
Reduction In Access -$0.20 | |5
Charges. An Average (5l
Residential Consumer §0.40
Would Pay $0.10 More | £0 46
Than They Do Today. |
AL ey g e ——

' Average Local & Long Distance Bill Before Access Reduction And Surcharge $4386 | $50.24 ‘ '$57.01 $65.86  $55.78

~ Average Local & Long Distance Bill After Access Reduction And Surcharge | $44.32 ‘; $50.51 i $57.10 ‘ $65.60 $55.88

| - Netimpact 3]  -5046 |  -$027 |  -$0.09 $0.26 -$0.10

* Analysis based on 1998 PNR Bill Harvest data. Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents
per interstate toll minute. This portion of USTA'’s plan would be funded by a $1.67 surcharge per residential local loop and $3.34 per

business local loop, assuming conservatively that residential lines represent 80% of total lines. Any increase in high-cost funding to
states would produce additional reductions in state rates that are not reflected here.




Residential Net Customer Bill Impact By Household Income (E

A Flat Fee Of $1.42 Per $0.60
Residential Line And
$2.84 Per Business
Line Would Generate
Funding For The USTA
Proposal To Eliminate $0.20 |
The Interstate CCL and

$0.40 |

PICC: A $4.3B

Reduction In Access $0.00
Charges. An Average )
Residential Consumer -$0.20 | -$0.21
Would Save $0.15.
-$0 : 40 | Less than $10,000 & $10,000 - $29,99% | $30,000 - $59,999 l $60,000 + ! Average Customer '
. Average Local & Long Distance Bill Before Access Reduction And Surcharge ; $43.86 ' ' ‘$50.24" ‘ '$57.01 ' \ 56‘5.86 f :5:5.78 ‘
Average Local & Long Distance Bill After Access Reduction And Surcharge $44.07 ‘ $50.26 { $56.85 ‘ $65.35 $55.63
Net impact [J: -$0.21 -$0.02 1 $0.16 ‘ $0.51 $0.15

* Analysis based on 1998 PNR Bill Harvest data. Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents per
interstate toll minute. This portion of USTA's plan would be funded by a $1.42 surcharge per residential local loop and a $2.84 surcharge
per business local loop, assuming that residential lines represent apx. 60% of total switched and special access lines (SOCC). Any
increase in high-cost funding to states would produce additional reductions in state rates that are not reflected here.




Residential Net Customer Bill Impact By Household Income @

A Flat Fee Of $1.29 Per
Residential Telephone
Number And $2.58 Per )
Business Telephone $0.60 |
Number Would Generate
Funding For The USTA
Proposal To Eliminate
The Interstate CCL and
PICC: A $4.3B $0.20 | $0.11
Reduction In Access

Charges. An Average $0.00
Residential Consumer -$0.08
Would Save $0.28.

$0.80

$0.64

$0.40 | $0.29

-$O ' 20 | Less than $10,000 ‘ $10,000 - 29,999 I $30,000-559,999 | 560,000+ , Average Customer .
| Average Local & Long Distance Bill Before Access Reduction And Surcharge | $43.86 $50.24 i $57.01 | $65.86 : $55.78
| Average Local & Long Distance Bill After Access Reduction And Surcharge $43.94 $50.13 ' $56.72 * $65.22 ‘ $55.50
Net/mpact m  -$008 ~  $011 . $029 . $064 | $0.28

* Analysis based on 1998 PNR Bill Harvest data. Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents per
interstate toll minute. This portion of USTA’s plan would be funded by a $1.29 surcharge per residential telephone number and $2.58 per
business telephone number, where residential telephone numbers conservatively are assumed to represent 80% of total telephone
numbers. Any increase in high-cost funding to states would produce additional reductions in state rates that are not reflected here.




The Universal Service Challenge

Dcnnis Weller
Chiefl Economist
GTE

NARUC
7 November 1998




The Universal Service Challenge

« What’s the Problem?
« What’s the Solution?
— USTA Proposal for Nonrural Areas
- What’s the Effect on Consumers?
. How Will Benefits Be Passed Through?




What’s The Problem?

« We¢ Have a Funding Mechanism Today
— Most support is implicit
. A portion comes from interstate access
- $5.9 Billion per year
~The rest comes [rom state rates for access, toll, vertical
services, business
. The Current Support Is Unfair and Inetficient
« Not consistent with Act
« Unsustaimable
o Preempts residence local competition

« Why should states care about implicit interstate support?




~Support ($Billions)

GTE’s Universal Service Support By Service

GTE
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What’s The Solution?

. Provide Lixplicit, Competitively Neutral Funding
« USTA Proposal
I'or IFederal mechantsm
I'or Non-rural arcas
« T'wo Components:
Replace implicit support generated by interstate aceess
loday
Provide funding -- where needed -- o replace implicit
support eenerated by state rates today




USTA Proposal: Interstate
Access Component
. Would climinate interstate CCL and PICC

charges
About $4.3 Billion for this component
Support in cach study arca = current revenuc
BBecomes per-line support amount
Portable
Per-line amount varies by small arca

e Llse cost model to determine relative levels




USTA Proposal: State High Cost
Component

« Additonal I'ederal Funding For States
Where Needed to Assure Affordable,
(‘omparablc Rates

« States Have Responsibility to Address

Problcm
 I'ederal Fundmg at Least At Current Level
- About $250 million today

Any mcreases to olfsct current implicit support




Funding For USTA Proposal

. Surcharge On Retail Revenuces of All Carricrs --
State and Interstate

I"air, neutral

Provides largest possible base

liminates need to identify traffic, opportunity for

misreporting

Surcharge For Interstate Component 2.15%

. Replaces TLEC contribution to existing funds --

recovered in aceess today (about $800 million of the
$4 3 Billion)




What 1s the Effect on Consumers?

. Analysis o USTA Proposal
Based On Samplc ol Customer Bills
Docs Not Analyze Increasc in State Componcent
. IJliminate 1XC PICC Pass-through
. Reduce Interstate long distance 1.1 cents/min
« Apply 2.15% surcharge
. Residence Wireline Customers benetit
At all Income levels

Al all volume levels

« I'ven customers who make no toll calls




Met Customer Bill Savings By Household Income GE

On Average, $0.70
Customers In All

Income Scygments $0.60 | o O
Would Benefit From . s
The USTA Proposal $0.50 o

| $0.40 [
Which Would $0.40 o Y
lminate nterstale ' h0.31 - s N j:%,sﬂ?ﬁ*
. . 7 EIE ENIRAR
CCL and PICC (£ S By ]
- C L.. md l(_.{ (A $0.30 A o
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$0.00

Less than $10.000 $10.000-520.999 | $30.000-859.000 | . $60.000+ _ | Average Customer_

Average Local & Long Distance Bill Betore Access Reduction And Surcharge $43.86 $50.24 $57.01 $65.86 $55.78
Average Local & Long Distance Bl After Access Reduction And Surcharge $413.50 $49.88 $56.61 $65.30 $66.37
Net Savings O $0.31 $0.36 $0.40 $0.56 $0.42

 Analyses based on 1998 PNRBIll Harvest data. - Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents

prrmterstate tolbminate. This portion of USTA'S plan would be tunded by a 2.15% surcharge on tolal retail revenue. Any increase in
hiagh costiunding 1o states would produce additional reductions in state rates.




Net Customer Bill Impact By Household Income @
A e OF52.00 Por $0.20
Line Would Generate
Fundmg For The USTA $0.00
i"l‘(ﬁ)]j)(_».‘;zll 1o Ehiminalte -$0.08 -
e Interstate CCL and $0.20
CICC A $4.38 o
oduction In Access
Charges. An Average ~$0.40 -$0.42 - 5043
Consumer Would Pay
(.44 More Than They -$0.60
Do Today.
-$0.80
Avarage Local & Long Distance Bill Bofore Access Roduction And Surcharge $43.86 $50.24 $57.014 $65.86 £55.78
Average Local & Long Distance Bl After Access floduction And Surcharge $44.65 $50.84 $57.43 $65.93 $56.21
Netimpact O3 079 |  -$060 |  -$0.42 ~ -$0.08 -$0.43

* Analysis based on 1998 PNR B Harvest data. - Customer benefits reflect elimination of the PICC and a CCL reduction of 1.1 cents
peomnterstate ol minute. This portion of USTA's plan would be: funded by a $2.00 surcharge per local loop. Any increase in high-cost
fhnding 1o <tades wonld produce addilional reduclions in state rates that are not reflected here.




Net Customer Bill Impact By Household Income (EB

AR Fec O $1.65 Por - $0.60
Felephone Number

Waould Generate $0.40
Funding For The USTA
Proposal To Eliminate

Fhe Inlerstate CCL and $0.20
PLCC A $4.313

Roduction In Access

Ohinrges. An Average
Gonsurner Would Be

Abaut As Waoll Off Or -$0.20
Save A Fow Pennies.

$0.00

-$0.40

Louvs than $10.000 | $10.000:$29.999 | $30.000-§59.899 | _ _ $60.000¢ . . | Average Cusformnes

Average Local & Long Distance Bl Before Access Reduction And Surcharge $41.86 $50.24 $67.01 $65.86 $56.78
Average Local & Long Distance Bill Aftor Access Reductlon And Surcharge £44.20 £50.39 $56.98 $65.48 $55.76
Neot Impact 3 -$0.34 -$0.1% $0.03 $0.38 £0.00

© Analysis based on 1998 PNRBIl Harvest data. Customer benefits refiect elimination of the PICC and a CCL reduction of 1.1 cents
perinterstate ol minate. This portion of USTA's plan would be funded by a $1.55 surcharge per telephone number. Any increase in
Fugb coe Uandineg to states would produce additional reductions in state rates that are not reflected here.




Beneflits of USTA Plan

Universal Service Support is Made Sceurc
11.1:C's can Compete Fairly

[1.1:C interstate rates not burdened by implicit support
LLocal Competition no longer preempted

C'1.1:Cs have proper incentives Lo serve residence

customers, who can benefit from choices, innovation
These Beneflits Can Be Gained Without Harm to
Current Residence Customers

Dollars are alrcady there today

Making, support more cflicient benefits consumers




How Will Benefits Be Passed
Through?

. Concern That IXCs Will Not Pass Through
Access Reductions To All Customers
. Could Be Addressed By Making Access
Reduction Conditional
I'o ensure that public policy objective 1s met
. 1o Gel Access Reduction, [IXC Would “Take the
Pledec™
Voluntary agreement
Passthrough in form of credit on cach customer’s bill

Achicves policy goal without regulation ol IXCs




